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Southwestern Bell Telephone Company (SWBT) submits
the following Comments in response to the Petition for
Rulémaking filed by the Ameritech Operating Companies
(Ameritech) on January 11, 1991 regarding the methodology
for accruing the Allowance for Funds Used During

Construction (AFUDC).

I. COMPOUND PRIME RATE OF INTEREST

SWBT éupports Ameritech's Petition for Rulemaking
and the position asserted by the United States Telephone
Association (USTA) in its Comments. The Commission's
requirement that the "compound prime rate of interest be
used for accruing AFUDC" is based on the assumption that
prime rate debt financing is used to fund construction
projects. However, SWBT primarily finances its construction

projects through internally generated funds consisting of a
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combination of debt and equity.1 Sincejthé'AFﬁDCgshouldﬁ}
" "compensate investors for the usé. 6f theif?'f£65$ 'éd;iﬁg
construction,"2 the AFUDC fate shoul& be set af the overall
cost of capital rate. This is consistent with the actual

financing of construction projects.

II. INCLUSION OF LONG TERM PLANT UNDER CONSTRUCTION.

Currently the Commission disallows long term plant
under construction in the ratebase (Account 2004). Allowing
the inclusion of Account 2004 in the ratebase would be an
appropriate means of correcting the AFUDC rate issue. Such
an inclusion of long term plant under construction would
allow for the full recovefy of the cost of funds used for
construction.

The Commission's decisions concerning ratebase
components are premised upon the standard that investors are
entitled to a return oh telephone plant "used and useful" in
providing telephone service. The Commission's "used and
useful" standard is the basis for establishing rates and
denotes property necessary to the efficient conduct of

SWBT's business currently or within a reasonable future

lon page 4 of its Petition, Ameritech correctly noted
that telephone companies generally finance their
construction programs using a combination of debt and
equity. :

2I1linois Bell Tel. Co. v. FCC, 911 F.2d 776, 782 (D.C.
Ccir. 1990).
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. period. The inclusion of long term plant_hndér construction

:Jclearly meets the "used and useful" standard because the

rétepayer derives a diréct benefit from 1ong' term plant
under construction. This benefit includes the ability.of
the related asset to be used within a reasonable time.3

Often, 1long term plant under construction is
placed in useful service shortly after the expiration of the
one year limitation for short-term plant undér construction.
Thus, the one year standard is arbitrary and not reflective
of the true benefit derived by the ratepayer. Furthermore,
as demonstrated by Ameritech,? the capitalization of AFUDC
results in higher rates for ratepayers over the life of the
plant once it is placed in service.

The inclusion  of Account 2004 "Telecommunications
Plant Under Construction - Long Term" in the ratebase would
provide an incentive to improve the telecommunications
infrastructure by providing the availability of back-up
components to maintain service quality and the ability for

opportune investment timing with reduced financing costs.

The ratepayer would thereby benefit.

3See, Comments of USTA in In the Matter of Amendment of

Part 65 of the Commission's Rules to Prescribe Components of

the Rate Bases and Net Incomes of Dominant Carriers, CC

Docket 86-497, filed March 17, 1987.

4Ameritech's Comments, Attachment A-1.



. CONCLUSION

- SWBT supports Amerltech's Petltlon for Rulemak1ng
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as an app:opriate solution to the AFUDC rate issue.

Respectfully submitted,

C. Hartgrove
Thomas J. Horn

Diana J. Barter
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March 21, 1991
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